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ABSTRACT 
The main thrust of this study was to investigate the effect of domestic debt and interest rate on the 
economic growth of Nigeria as well as examine the crowding-out effect of private investment given 
the interest in the country.  Data used were secondary and primary and were analysed and tested 
using relevant econometric analytical technique as well as Chi-square technique. The result shows 
a positive significant relationship between domestic debt and economic growth and an inverse 
relationship between interest rate and economic growth in Nigeria. It was also shown that high 
interest rate reduces private sector investment, thus leading to decline in gross domestic product. 
Therefore, the paper emphasizes the need for Nigerian government to maintain a growth-inducing 
level of domestic debts always and it should be ensured that these financial resources are 
productively deployed and utilized so that they do not constitute any drain on the future resources. 
The government should also formulate and implement financial policies that enhance investment-
friendly rate of interest and as well take into consideration those other factors which negatively 
affect investment in the country. 
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1. INTRODUCTION 
Domestic Public Debt is mainly debt owed to holders of Government securities such as Treasury 
Bills and Treasury Bonds. Governments usually borrow by issuing securities, government bonds 
and bills. Governments borrow for two reasons namely: when the projected revenue targets fall 
short of the projected expenditure and to pay off maturing loans (Ponzi games) which is typical 
with domestic debt (Babu et al., 2015). 
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Domestic debt may have positive as well as negative impacts on economic growth. In the 
traditional view, a tax cut financed by government borrowing would have many effects on the 
economy. The immediate impact of the tax cut would be to motivate consumer spending. Higher 
consumer spending affects the economy in both short run and long run. In the short run, higher 
consumer spending would raise the demand for goods and services and thus raise output and 
employment. As the marginal propensity to consume is higher than marginal propensity to save, 
the increase in private savings falls short of government dis-saving. This increases the real interest 
rate in the economy hence encouraging capital inflow from abroad. 
In the long run, the higher interest rate would discourage investment and thus crowd-out private 
investment. The lower domestic savings mean a smaller capital stock. The inflow from abroad 
would result in greater foreign debt. The higher aggregate demand results in a higher price level 
that adjusts over time and the economy returns to a natural rate of output. The lower investment 
eventually leads to a lower steady state capital stock and a lower level of output. Therefore, the 
overall impact when considering the long-run period would be smaller total output and eventually 
lower consumption and reduced economic welfare. This is also referred to as the burden of public 
debt, as each generation burdens the next, by leaving behind a smaller aggregate stock of capital 
(Sheikh et al., 2010). According to WB and IMF (2001), extensive use of domestic borrowing can 
have severe repercussions on the economy. Domestic debt service can consume a significant part of 
government revenues, especially given that domestic interest rates are higher than foreign ones. 
The interest cost of domestic borrowing can rise quickly along with increases in the outstanding 
stock of debt, especially in shallow financial markets. The increase in interest rates may be even 
more pronounced if the investor base is relatively narrow, since the government may be held 
hostage by a group of investors.  
Domestic debt financing leads to crowding-out of private investment. When issuing domestic debt, 
governments tap domestic private savings that would otherwise be available to private sector. This 
is normally followed by an increase in domestic interest rates, if these are flexible, adversely 
affecting private investment. However, even when interest rates are controlled, domestic borrowing 
can lead to credit rationing and crowding-out of private sector investment (Fischer and Easterly, 
1990). Christensen (2005) analyses the role of domestic debt markets in 27 sub-Saharan African 
countries (including Kenya) based on data spanning the period 1980–2000. The study also sought 
to establish whether domestic borrowing crowded out private sector lending in the period. The 
study found that domestic debt markets in these countries were generally small, highly short term, 
and had a narrow investor base. The use of domestic debt was also found to have significantly 
crowded-out private sector lending.  
Adoufu and Abula (2010) examine the effect of domestic debt on the Nigerian economy during the 
period 1986-2005 using OLS technique. The findings reveal that domestic debt has negatively 
affected the growth of the economy and recommends that the government should introduce efforts 
to resolve the outstanding domestic debt. Asogwa (2005) employed a more comprehensive 
technique in investigating the effect of domestic debt on economy growth and concluded that 
domestic government debt in Nigeria has continued to suffer from confidence crises as market 
participants have consistently shown greater unwillingness to hold longer maturity debts. The 
government has only could issue more of short term debt instrument. 
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Literature on the effect of domestic debt on the economy of Nigeria is still scanty and most studies 
did not along focus much on interest rate. Recent studies used data up to 2013 which are unlikely to 
yield results which reflect the current situation in the country. This study aims at filling this gap by 
using the most recent data to majorly analyse the effect of domestic debt on the Nigerian economy. 
This is because the burden of debt has been a matter of great concern to the government of Nigeria 
and the nation. This study is significant as its findings will provide a basis which will aid policy 
makers in proffering polices aimed at managing the debt crisis in Nigeria. The study also examined 
one of the channels through which high debt is likely to have adverse effects on growth (i.e., higher 
long-term interest rates). In order words, the study specifically investigated the effect of interest 
rate on economic growth. This it did by examining investment decision based on high level of 
interest rate arising from the domestic debt profile which has been rising astronomically. This is 
because of the different views on the impact of domestic debt on investment. While some support 
the crowding-out effect, others argued that it is crowding-in effect. We attempted to investigate 
whether there is crowding-out of private investment because of high interest rate in the country. 
This is to aid policy making on interest rate. Interest rate policy in Nigeria as it affects private 
sector investment is perhaps one of the most controversial of all financial policies. The reason for 
this may not be farfetched because interest rate policy has direct bearing on many other economic 
variables like investment decision. Interest rates play a crucial role in the efficient allocation of 
resources aimed at facilitating growth and development of an economy and as a demand 
management technique for achieving both internal and external balance. For many year now, 
Nigeria’s Central Bank Monetary Policy Rate (MPR), otherwise known as the benchmark interest 
rate has been at double digit. In 2012, it was largely at 12 per cent. By the time deposit money 
banks charge their own lending rates to prospective customer wanting to loan money, it’s usually 
between 15-20 per cent and more. This has made nonsense of government’s effort at stimulating 
the real sector of the economy.  
The financial sector reforms began in Nigeria with the deregulation of interest rates in August 1987 
(Ikhide and Alawode, 2001). Prior to this period, the financial system operated under financial 
regulation and interest rates were said to be repressed (Obamuyi, 2009). According to McKinnon 
(1973) and Shaw (1973), financial repression arises mostly when a country imposes ceiling on 
deposit and lending nominal interest rates at a low level relative to inflation. The resulting low or 
negative interest rates discourage saving mobilization and channelling of the mobilized savings 
through the financial system. This has a negative impact on the quantity and quality of investment 
and hence economic growth. Therefore, the expectation of interest rate reform was that it would 
encourage domestic savings and make loanable funds available in the banking institutions. But, the 
criticism has been that the “tunnel-like” structure of interest rate (Ojo, 1976) in Nigeria is capable 
of discouraging savings and retarding growth in view of the empirical link between savings, 
investment and economic growth. The critical question this study seeks to also answer is whether 
real interest rates have any positive effect on economic growth in Nigeria. 
Prior to the creation of the DMO in August 2000, the Central Bank of Nigeria (CBN) was 
statutorily saddled with the responsibility of managing Nigeria’s public debt. Hitherto, the law 
establishing the CBN entrusts it with the issue and management of Federal Government’s Ways 
and Means Advances in respect of temporary deficiency in budget revenue, subject to a limit and 
full repayment by the end of that year (Okwu et al., 2015). Therefore, establishment of the DMO 
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was a positive development to enhance the efficiency of not only domestic debt management but 
also the effectiveness of monetary policy. For the past two decades, Nigeria has borrowed large 
amount internally, often at highly concessional interest rates with the hope to accelerate 
development through higher investment, and foster economic growth. However, poverty situations 
are still staggering at the back door amidst excess debt, although the former was the initial 
intention. It is therefore obvious that Nigeria's indebtedness has gone beyond reasonable limits 
needed to achieve desired goals and engender debt-free or less burden that will enhance economic 
growth with a resultant improvement in poverty level (Sanusi, 2003). Available statistics showed 
that Nigeria's domestic debt stock had been on the increase over time. According to the DMO, 
domestic debt stock stood at N7.421 trillion bringing the total public debt to N8.5 trillion excluding 
state government domestic debts, which stood at N1.6 trillion as at December 2013 and N7.42 
trillion at the end of June 2014 as against N7.18 trillion at the end of first quarter of 2014, 
representing 3.3 percent increase at during the first half of the year. The increase in the local debt 
profile was attributed to the bond issuances by DMO, which amounted to over N200 billion and 
progressively cumulated to about N385 billion with plans to even raise more. The trend of the 
government’s domestic debt, when measured by year-on-year average from 2009 to 2013, showed 
about 22.1 per cent yearly growth. The figures released by Nigeria’s Debt Management Office 
(DMO) showed that Nigeria’s domestic debt stock stood at about $43.185 billion or N7.25 trillion 
as at March 2015 (DMO, 2015; Omoh, 2015), N10.606 trillion as at 30 June 2016 (DMO, 2016), 
and is still increasing. As the debt profiles increased, the debt service charges for domestic debts as 
well as interest payable also increased. 
2. RESEARCH METHODOLOGY 
2.1. Data source and Estimation Technique 
The data used in this research are both primary and secondary data. The secondary data were 
sourced mainly from the publications of the Central Bank of Nigeria (CBN) such as CBN 
Statistical Bulletin and CBN Annual Reports and Statement of Accounts; as well as the 
publications of Debt Management Office (DMO), and National Bureau of Statistics (NBS) etc. 
While the primary data were sourced through questionnaire administration. The variables for which 
data were culled from secondary source include: domestic debt, gross domestic product and interest 
rate for the period 1986 to 2015.This period was chosen to cover the period after the oil collapse 
and the post debt-relief era. Gross domestic product was the dependent variable while the rest 
variables were independent. Gross domestic product and domestic debt were measured in billion 
Naira (N billion) while interest rate was measured in percentage. For the primary data, stratified 
random sampling was used for collecting data from some micro credit organizations (including 
Country Women Association of Nigeria (COWAN), ECWA and some other medium and small 
scale enterprises in Jos the capital of Plateau state in Nigeria. The primary data were analysed using 
the percentage, tables and other descriptive statistics as well as chi-square (x2) test. On the other 
hand, the secondary data were analysed using Ordinary Least Square (OLS). Other tests specified 
in the study were, t-test, F-test and unit root test. The unit root test is the test of stationarity or non-
stationarity under time series variables. The study employs Augmented Dickey – Fuller (ADF) 
tests to examine the unit root of the variables. The ADF is formulated thus: 
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        (1) 
The hypothesis test for the unit root: 
H0: P=0 (unit root) 
H1 = P≠0 (no unit test) 
Decision Rule: If t  ⃰< ADF Critical value, reject the null hypothesis, that is, unit root does not exist. 
Also, the t-test was used to check the significance of individual regression coefficients in the 
multiple linear regression model specified. The formula for t-test is given below: 
         (2) 
Where   is the sample mean, s is the sample standard deviation of the sample and n is the 
sample size. 
The null and alternative hypotheses are as follows: 
 Null Hypothesis H0: μ = μ0 
 Alternate Hypothesis HA: μ > μ0 
Furthermore, the F-test was employed to show the overall significance of the model. The formula 
for F-test with d.f. = K, N-K-1 is given below: 
         (3) 
For a multiple regression model with intercept, the hypotheses for the F-test of the overall 
significance are as follows for the null hypothesis and alternative hypothesis: 
H0:   β1 = β2 = ... = βp-1 = 0 
H1:   βj ≠ 0, for at least one value of j. 
2.2. Model Specification 
Specifically, the paper adapts the debt-growth viability model developed by Solis and Zedillo 
(1985) and used by Ajayi (1989), Mbire and Atingi (1997) and (Okwu et al., 2015). The model 
establishes a relationship between growth (output level, Y, as proxy) and debt (capital, K, as proxy) 
to explain how debt affects the growth prospects of a debtor country. 
Y = σK             (4) 
where σ is the efficiency parameter of capital, K. 
Change in Y is attributed to change in K. Thus, 
ΔY = σ(ΔK)            (5) 
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Considering change in capital, K, as the positive difference between current investment, It, and the 
level of immediate preceding capital stock, Kt-1, the right-hand side (RHS) of equation (5) 
becomes: 
ΔK = It – δKt-1          (6) 
where δ is infinitesimal change in immediate preceding capital stock, Kt-1. 
Subsequently, current output level, Yt, can be expressed as the sum of current investment, It, and 
immediate preceding output level, Yt-1. Thus, 
Yt = σIt + (1-δ)Yt-1           (7) 
Given the following national output cum income identities 
Yt = Ct + It + (Xt – Mt)          (8) 
Yt = Ct + St + rtDt-1          (8.1) 
where Ct is current consumption expenditure, (Xt – Mt) is net export, St is current savings, Dt-1 is 
the immediate preceding debt stock with its growth rate, and r is debt service rate during time, t. 
Depicting the sum of net export and demand for investible funds as dt yields: 
dt = (Xt - Mt) + rDt-1           (9) 
Consequently, It = St + dt                      (10) 
Let the savings function be St = s(Yt - rtDt-1)        (11) 
Using equation (4), investment can be expressed as: 
      (12) 
Equations (4) and (9) were solved for several possible paths of Dt and rt. The rule used for Dt is the 
dynamic equation (Okwu et al., 2015). However, a linear version of the equations is used in this 
paper to investigate the effect of domestic debt on economic growth in Nigeria and incorporating 
interest rate: 
The functional relationship between the variable and proxies are expressed as: 
GDP = ƒ(Ddebt, INR)           (13) 
Econometrically, equation (10) is transformed into an econometric log linear form thus: 
InGDP = b0 + b1InDdebt + b2InINR + ѱ        (14) 
Where: InGDP is log of gross domestic product; InDdebt represents log of domestic debt; InINR  
stands for log of interest rate; b0is intercept; b1 and b2are slopes of the regression equation and ѱ is 
the stochastic error term. The apriopri expectation is as follows: b1> 0, b2< 0. 
To investigate interest rate and crowding-out of private investment in Nigeria, chi-square(x2) was 
employed to test the significance in the relationship between the observed and expected 
frequencies. The relationship was expressed as follows: 
x2=(fo-fe)\/fe           (15) 
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Where: fo= Observed frequency; fe=Expected frequency; x2= chi-square( ;∑=Summation sign.  
This was subjected to a level of significance of 0.5 or 95% level of confidence. The degree of 
freedom is then computed thus: 
DF=(r-1)(c-1)          (16) 
Where: DF= Degree of freedom; r=Number of rows; c= Number of columns. 
3. PRESENTATION OF RESULTS AND DISCUSSION 
Table 1 below shows the result for the Augmented-Dickey—Fuller test (ADF) class of unit root 
test. It was found that all the variables were non-stationary at their levels but stationary at their first 
differences. 
Table 1: Unit Root Test Result 
Variable Lag 
Length 
ADF Test 
Statistic 
ADF 
Critical 
Value 
Level of 
Significance 
Order of 
Integration 
Remarks 
LNGDP 1 -4.191280 
 
-3.595026 
 
5% 1(1) Stationary 
LNDdebt 1 -3.71630 
 
-3.595026 
 
5% 1(1) Stationary 
LNINR 1 -4.814047 
 
-3.595026 
 
5% 1(1) Stationary 
Source: computed by authors using eviews software 
Table 2 shows a positive significant relationship between domestic debt and InGDP. It implies that 
a unit increase in domestic debt stock causes the gross domestic product to increase by 
1.302085units. This is in line with expectations according to economic theory. A plausible reason 
for this result is because government of Nigeria has been financing projects to grow the economy 
and one viable option of doing so is by issuing debt instruments. For example, the 2012 national 
budget presented to the national assembly contains a deficit of N1.11trillion which must be 
financed majorly through domestic debt. As at September 2011, Nigerian domestic debt stood at 
N5.3 trillion, an equivalent of $34.4 billion while external debt was $5.6 billion bringing the 
National debt to a total of 40 billion dollars which amounted to 19.6 percent of GDP 
(Nwankwo2011) showing that the debt ratio is still below the internationally unacceptable standard 
of 40 percent of GDP. This result aligns with Maana et al (2008) who examined the effect of 
domestic debt on real output by using a modified Barro growth regression and revealed that 
domestic debt expansion had a positive but not significant effect on economic growth during the 
period 1996 to 2006. However, our result is statistically at 1% level but contrary to Adofu and 
Abula (2009) who discovered that domestic debt has affected the growth of Nigerian economy 
negatively. Our result is in line with apriori expectation that a positive significant relation exists 
between domestic debt and economic growth and the coefficient(1.302085units) is higher than 
0.090172 that was obtained by Saifuddin (2016) in a study done in Bangladesh which shows that 
public debt is positively related to economic growth. Their empirical findings also suggest that 
public debt has an indirect positive effect on growth through its positive influence on investment. 
However, the general theoretical assumption is that at a certain turning point, domestic debt results 
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in negative effect on growth (Elmendorf and Mankiw, 1998). Kumar and Woo (2010) stressed a 
variety of channels through which high debt is likely to have adverse effects on growth, including 
higher long-term interest rates. 
On the other hand, in line with the apriori expectation, an inverse relationship was revealed 
between interest rate InINR and InGDP in Table 2. The Negative sign shows that a unit increase in 
interest rate decreases gross domestic product by 0.028067units. The result is statistically 
significant at 5% level and it conforms with Udoka and Roland (2012) findings that revealed that 
there exists an inverse relationship between interest rate and economic growth in Nigeria, meaning 
that increase in interest rate will decrease GDP of the country, thus retarding growth of the real 
sector. One plausible reason for this outcome is that large internal domestic debt in Nigeria tends to 
crowd out private investment: The process of crowding out arises from the fact that once the 
government borrows heavily from the domestic market, a shortage of loan able fund arises forcing 
interest rate up which is the situation in Nigeria (Onyeiwu, n.d.). This affects investment and 
productivity, thus, reduction in gross domestic product of the country (as shown in Table 2). 
Another plausible reason for the obtained result is that in attempt to curb inflation in the country, 
there was a recent increase in the benchmark interest rate by the Monetary Policy Committee of the 
Central Bank of Nigeria from 12 to 14 per cent. This happened in the period that business and the 
economy are grappling with too many shocks already, which are increasingly becoming impossible 
to bear. The shock from exchange rate depreciation has had a profound effect on operating costs 
across sectors, translating into high energy cost and acute shortage of gas affecting the operations 
of many industries. High interest rate has become a major burden for many investors (Onyeiwu, 
n.d.).  With the benchmark rate jumping from 12 per cent to 14 per cent, the CBN has clearly 
chosen to focus on inflation rather than growth (Onubu, and Abioye, 2016). 
In other to show the crowding-out effect of investment as a result of high interest rate, this study 
went a little further to conduct a survey.The analyses of the information were presented in Table 3- 
Table 11. 
Table 2: Presentation of Regression Result 
VARIABLES COEFFICIENT STANDARD 
ERROR 
T-VALUES P-VALUES 
CONSTANT 0.508381 0.377246 1.347612 0.1894 
InDdebt 1.302085 0.035168 37.02499 0.0000 
InINR -0.028067 0.013855 -2.02584 0.0532 
R2 = 0.982073; F* = 712.1616; DW Statistics = 1.868616 
Source: computed by authors using eviews software 
The result in Table 2 shows an R2 value (coefficient of multiple determinants) of 0.982073. This 
implies that 98 per cent changes in the dependent variable GDP is caused by changes in the 
independent variables of interest rate. It therefore means that the remaining 12 per cent is caused by 
other variables not found in the equation but indicated by the error term. Invariably, the goodness-
of-fit of the estimated model indicates that the model is reasonably accurate in prediction, it is 
important to note that there are other factors (such as political stability, exchange rate, exports, 
etc.), which may have impact on economic growth, especially in less developed countries like 
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Nigeria. The Durbin-Watson statistics of 1.868616 shows little or no presence of autocorrelation. 
The F-value of 712.1616 which is greater than the critical F-value of 3.14 confirms the joint 
significance of the variables in the regression model. 
As earlier mentioned, to examine the domestic debt crowding-out effect on private investment 
given the high interest rate in Nigeria, an evidence-based approached was employed where a total 
of 40 questionnaires were administered to firms and organisations in Jos the capital of Plateau state 
in Nigeria. There were 3 large scale organizations, 9 medium scale and 4 small scale businesses. 3 
questionnaires were issued to each firm in the large and medium scale enterprises and 1 
questionnaire each to the small-scale businesses. This brings the number of questionnaires issued to 
the large-scale enterprise to 9, that of the medium scale to 27 and that of the small scale to 4. Out of 
the 3 issued out to each of the three large scale enterprises, COWAN returned all 3, ECWA 
returned 3 and First Bank returned one, making a total of 7, representing 77.8%. Out of the 3 issued 
out to each of the 9 medium scale enterprises, each business unit returned all 3 except for CAAP 
that returned only 1 making a total of 25, representing 92.6%. The four questionnaires issued to the 
small-scale businesses were all returned representing 100%. This brings the total number of 
questionnaires to 36 out of 40 administered. The number of respondents used for the analysis is 36. 
The analyses of this piece of information contained in the questionnaires are presented below: 
Table 3: Nature of the firm/organization 
Enterprises Frequency Percentage 
Small scale 
 
Medium scale 
 
Large scale 
4 
 
25 
 
7 
11.11% 
 
69.44% 
 
19.44% 
Total 36 100% 
       Source: Authors compilation from field survey 2015 
From the Table 3 above, 4 business unit that corresponded representing 11.11% were small scale, 
25 business unit representing 69.44% were medium scale and 7 business unit representing 
19.44%were large scale. This shows that majority of the firms were medium scale enterprise as 
such this will capture the objective we hope to achieve. However, this result is not surprising 
because Nigeria economy far back before the advent of oil exploration in the early 70’s was an 
agrarian economy. Most enterprises propelling the activities of the nation were mainly on large 
scale being set up by the federal government which was capital intensive. The oil boom era shifted 
the nation’s emphasis from agriculture to mainly crude oil. In response to these weaknesses of 
large scale enterprises during this shift, coupled with the total economic depression government 
then sought to promote small scale enterprises as a strategy for achieving self-reliance and the only 
way to match on into an industrialized economy (gistarea, 2015). 
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Table 4: Length of Operation of the Firm/Organization 
 
 
 
 
Source: Authors compilation from field survey 2015 
Table 4 shows that 9 firms representing 25.02% have been operating between 0-5 years, 5 firms 
representing 13.9% have been 0perating between 6-10 years, and 22 firms representing 61.16% 
have been operating from 11 years and above. This shows that majority of the businesses were well 
experienced. 
Table 5:  Sources of Funds 
Funds Frequency Percentage 
Loans 36 100% 
Personal contribution (22) - - 
Others (4)- - 
Total 36 100% 
       Source: Authors compilation from field survey 2015 
For both developing like Nigeria and developed countries like USA, small and medium scale firms 
play important roles in the process of industrialization and economic growth. Apart from increasing 
per capita income and output, SMEs create employment opportunities, enhance regional economic 
balance through industrial dispersal and generally promote effective resource utilization considered 
critical to engineering economic development and growth. However, the seminal role played by 
SMEs notwithstanding its development is everywhere constrained by inadequate funding (Umar et 
at., 2014). When the small and medium firms selected for this study were asked about their sources 
of funds (whether loans, personal contribution, etc.), Table 5 shows that all respondents collect 
loans representing 100%.  It should be noted that we were only concerned with firm and business 
that collect loans as such other sources of funds were not recognized. 
     Table 6: Are Loans sourced from Financial Institutions 
Options Frequency Percentage 
Yes 31 86.18% 
No 5 11.12% 
Total 36 100% 
Source: Authors compilation from field survey 2015 
From Table 6 above, 31 of the firms representing 86.18% sourced their loans from various 
financial institutions while 5 firms representing 11.12% source their loans from other sources (but 
with interest). Thus, this is highly representative of the objective we hope to achieve. 
 
Year Frequency Percentage 
0-5 years 9 25.02% 
6-10 years 5 13.9% 
11 and above 22 61.16% 
Total 36 100% 
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Table 7: What is the Interest Rate on the Loans? 
Interest Rate Frequency Percentage 
0-5% 7 19.46% 
6-10% 12 33.36% 
11 and above 17 47.26% 
Total 36 100% 
Source: Authors compilation from field survey 2015 
From Table 7 above, 17 firms representing 47.26% paid over 11% and above as interest on loans 
collected, 12 firms paid 6-10% interest on loans representing 33.36% and 7 firms paid 0-5% 
interest on loans representing 19.46%. This shows that majority of the firms paid high percentage 
on the loans collected. It seems like securing loans from financial institutions in Nigeria can be 
interest rate intensive. The deregulation of interest rate in August, 1987 started financial sector 
reforms in Nigeria (Ikhide and Alawade, 2001). Since then, the Nigerian government has been 
pursuing a market determined interest rate which does not permit a direct state intervention in the 
general direction of the economy (Nyong, 2007). 
Table 8: What is your view on the interest in percentage on the loan? 
Response Frequency Percentage 
High 11 30.58% 
Average 24 66.72% 
Low 1 2.78% 
Total 36 100% 
     Source: Authors compilation from field survey 2015 
From Table 8 above, 11 firms (respondents) representing 30.58% said the interest on the loan is 
high, 24 respondents representing 66.72% said the interest on the loan is average while 1 
respondent representing 2.78% said the interest on the loan is low. This indicates that majority of 
the firms/business felt that the interest rate on loans collected is averagely high. However, 
according to Business News Staff (2016), bank customers with existing loan obligations must brace 
for higher levels of indebtedness as the Deposit Money Banks have begun an upward review of the 
interest rates on all outstanding loans. 
 Table 9: Does the Level of Interest rate have a positive effect on your level of investment? 
Option Frequency Percentage 
Yes 24 66.72% 
No 12 33.36% 
Total 36 100% 
      Source: Authors compilation from field survey 2015 
From table 9 above, 24 respondents representing 66.72% says that the level of interest rate have a 
positive effect on their level of investment. 12 respondents representing 33.36% said the level of 
interest rate does not have a positive effect on their level of investment. This indicates that most 
firms and organizations are still motivated to invest despite the level interest rate. 
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Table 10: Does this level of interest rate on the loan affect diversification or expansion of your 
business? 
Option Frequency Percentage 
Yes 27 75.06% 
No 9 25.08% 
Total 36 100% 
      Source: Authors compilation from field survey 2015 
Table 10 shows that 27 respondents representing 75.06% said that the level of interest rate affects 
the diversification and expansion of their business while 9 respondents representing 25.08% said 
that the level of interest rate does not affect expansion or diversification of the business. This 
indicates that the level of interest rate whether high, low or average does not hinder majority of 
firms/businesses from expanding or diversifying their businesses. 
At this point, the study tested the Null hypothesis (H0): interest rate has no significant impact on 
private sector investment. In testing this hypothesis, chi-square distribution system was used at 5% 
level of significance because of its ability to provide technique for comparing observed and 
expected frequencies. Where chi-square calculated is more than tabulated, the alternative 
hypothesis is accepted while the null hypothesis is rejected and vice versa. 
Table 11: Chi-square Analysis 
Question Response 
Dose the level 
of interest rate 
on the loan 
affect 
diversification 
or expansion of 
your business 
Yes No Total 
27 9 36 
      
27 
 
9 
18 
 
18 
9 
 
-9 
81 
 
81 
4.5 
 
4.5 
36 36   9 
 
Calculation: 
 
 
 
 
 
 
Since chi-square calculated is more than chi- square tabulated, we therefore reject the null 
hypotheses and accept the alternative hypotheses and conclude that interest rate has significant 
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impact on private sector investment. The implication is that high interest rate reduces private sector 
investment. This result aligns with Ojima and Emerenini (2015). 
4. SUMMARY, CONCLUSION AND RECOMMENDATION  
The main thrust of this study was to investigate the effect of domestic debt and interest rate on the 
economic growth of Nigeria and investigate whether interest rate crowds-out private investment in 
Nigeria or not.  Data used were secondary and primary and were analysed and tested using the 
ordinary least square multiple regression analytical technique as well as Chi-square technique. The 
result shows that a unit increase (decrease) in domestic debt stock causes the gross domestic 
product to increase by 1.302085units and a unit increase in interest rate decreases gross domestic 
product by 0.028067units. Since chi-square calculated is more than chi- square tabulated, we 
therefore reject the null hypotheses and accept the alternative hypotheses and conclude that interest 
rate has significant impact on private sector investment. 
Conclusively, there exist a positive significant relationship between domestic debt and economic 
growth and an inverse relationship between interest rate and economic growth in Nigeria. 
Nonetheless, a high interest rate crowds-out private sector investment in Nigeria. Therefore, the 
paper emphasizes the need for Nigerian government to maintain a growth-inducing level of 
domestic debts always and it should be ensured that these financial resources are productively 
deployed and utilized so that they do not constitute any drain on the future resources. Another 
important condition for promoting economic growth, therefore, is for the government to formulate 
and implement financial policies that enhance investment-friendly rate of interest and take into 
consideration those other factors which negatively affect investment in the country. 
LIMITATION AND FURTHER RESEARCH 
Nevertheless, we must note some limitations and further avenues for research. First, our model 
specification was not subjected to robustness tests which could have confirmed the validity of our 
results. Second, we did not take the possibility of outliers in the data into account, which may bias 
the results. We therefore conclude that a further research on this paper will increase the source of 
knowledge about how domestic debt can be effectively used and how to calculate the debt-to-GDP 
turning point, where the positive effect of accumulated domestic debt inverts into a negative effect 
in Nigeria. 
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